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OATH OR AFFIRMATION

RICHARD D. HUSEBO

1, swear (or affirm) that, to the
best of my knowledge and belief the accompanying financial statement and supportmg schedules pertaining to the firm of
EQUITY SECURITIES INVESTMENTS, INC - as of
SEPTEMBER 30, - 392002, are true and correct. I further swear (or affirm) that neither the company

nor any partner, proprietor, principal officer or director has any proprietary interest in any account classified soley as that of
a customer, except as follows:

Glon © Hecards

Signature
VICE PRESIDENT
/( - Title
MW’_' WMWMWM\-W’
Notary Publi % ST LUANN C. MANDEL
s NOTARY PUBLIC-MINNESCT,
% ¥ My Commission Expires Jan 31, 2005
<

mwmmw;ﬁ

This report** contains (check all applicable boxes): '

(a) Facing page.

(b) Statement of Financial Condition.

(c) Statement of Income (Loss).

(d) Statement of Changes in Financial Condition.

(e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietor’s Capnal

(f) Statement of Changes in Liabilities Stibordinated to Claims of Creditors.

(g) Computation of Net Capital

(h) Computation for Determination of Reserve Requirements Pursuant to Rule 15c3-3.

(i) Information Relating to the Possession or control Requirements Under Rule 15¢3-3.

() A Reconciliation, including appropriate explanation, of the Computation of Net Capital Under Rule 15c3 1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of con-
solidation.

() An Oath or Affirmation.

(m) A copy of the SIPC Supplemental Report. '

(n) A report describing any material inadequacies found to exist or found to have existed since the date of the previous audxt

00y 0O 0O0oDoooooowr®s

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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Deloitte & Touche LLP

400 One Financial Plaza

120 South Sixth Street

Minneapolis, Minnesota 55402-1844

Tel:(612) 397-4000
Fax: (612) 397-4450

Deloitte
& Touche

INDEPENDENT AUDITORS’ REPORT

Board of Directors and Stockholders of
Equity Securities Investments, Inc.

We have audited the accompanying statements of financial condition of Equity Securities Investments,
Inc., a wholly owned subsidiary of Oakridge Capital Group, Inc., (the Company) as of September 30,
2002 and December 31, 2001 that you are filing pursuant to Rule 17a-5 under the Securities Exchange
Act of 1934. These financial statements are the responsibility of the Company’s management. Our
responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining.
on a test basis, evidence supporting the amounts and disclosures in the financial statements. Anp audit also
includes assessing the accounting principles used and significant estimates made by management, as well
as evaluating the overall financial statement presentation. We believe that our audits provide a reasonable
basis for our opinion.

In our opinion, the statements of financial condition referred to above present fairly, in all material
respects, the financial position of Equity Securities Investments, Inc. as of September 30. 2002 and
December 31, 2001, in conformity with accounting principles generally accepted in the United States of
America.

wﬁ'@@‘)v%%ﬁccﬁ

November 18, 2002 (December 26. 2002 as to the
fourth and fifth paragraphs of Note 1)

Deloitte
Touche
Tohmatsu



EQUITY SECURITIES INVESTMENTS, INC.

STATEMENTS OF FINANCIAL CONDITION
SEPTEMBER 30, 2002 AND DECEMBER 31, 2001

ASSETS
CASH
DEPOSIT WITH CLEARING ORGANIZATIONS (Note 11)

RECEIVABLE FROM:
Clearing organization
Employees
Other

SECURITIES OWNED, at market value (Notes | and 2)

FURNITURE AND FIXTURES, net of accumulated
depreciation of $234,755 and $181,541

GOODWILL (Note 1)

OTHER ASSETS

LIABILITIES AND STOCKHOLDERS’ EQUITY

PAYABLE TO:
Officers (Note 7)
Parent
Employees
Clearing organization

SECURITIES SOLD BUT NOT YET PURCHASED,
at market value (Notes 1 and 2)

ACCOUNTS PAYABLE AND ACCRUED EXPENSES

COMMITMENTS AND CONTINGENCIES (Note 4)

LIABILITIES SUBORDINATED TO CLAIMS OF
GENERAL CREDITORS (Note 10)

STOCKHOLDERS’ EQUITY (Notes 1 and 5):
Common stock, $.01 par value; authorized 1,000,000 shares;
issued and outstanding 702 shares (Note 1)
Additional paid-in capital
Retained deficit
Total stockholders’ equity

See notes to statements of financial condition.

[\

September 30,

2002

$ 51237
401,818
9,386

2,660

1,837

205,875

199.035
1,114,336

14.056
$ 2.000,240

$ 2,461
119.472

19.247

113.289
254,469

200,000

5
3,137,243

(1.591.479)
1.545.771
$.2.000.240

December 31,
2001

$ 104,046
400,101
725,071

6.274
1,395

208,469

236,713

1,314,336

15,192

$ 3.011.597

$ 186,554
200,000

272,532

263.062
922,148

400,000

7
2,337.243
(647.801)
1,689.449

3 3.011.597



EQUITY SECURITIES INVESTMENTS, INC.

NOTES TO STATEMENTS OF FINANCIAL CONDITION
SEPTEMBER 30, 2002 AND DECEMBER 31, 2001

I.

NATURE OF BUSINESS, MANAGEMENT PLANS, AND SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

Business - Equity Securities Investments, Inc., a wholly owned subsidiary of Oakridge Capital
Group, Inc., (the Company) is a privately held, registered securities broker-dealer. In March 1997,
the Company was formed as a wholly owned subsidiary of Equity Securities Trading Co.. Inc.
(Equity Trading), and capitalized with $1,000,000. Subsequent to the formation of the Company,
Equity Trading transferred its retail business to the Company. Effective as of the opening of
business on May 1, 1997, Equity Trading declared a stock dividend, distributing all of the
outstanding shares of Equity Securities Investments, Inc. common stock to the shareholders of
Equity Trading. Such distribution constituted a spin-off of the Company. Immediately after the
spin-off transaction, all of the outstanding shares of Equity Trading were sold to Southwest
Securities Group, Inc. (Southwest).

Effective November 30, 1998, the Company changed its capital structure and authorized 1,000,000
shares at $0.01 par value per share, of which 250,000 shares were designated as Class A common
shares with voting privilege, 250,000 shares were designated as Class B common shares with no
voting privilege, and 500,000 shares were undesignated. Prior to that date, 500,000 shares were
designated as voting common and the remaining 500.000 shares undesignated.

Effective March 1, 2001, all of the outstanding shares of the Company were purchased by Oakridge
Capital Group, Inc., (formerly Realco, Inc.) (the Parent), in exchange for the Parent’s Series D
preferred stock totaling $2,087,250. The excess of the purchase price over the fair value of the net
assets of $1,411,429 was recorded as goodwill. Goodwill was amortized on a straight-line basis
over its estimated useful life of 15 years until January 1, 2002.

Operating Losses and Management Plans - The Company continues to experience revenue
declines and has incurred net losses of approximately $944.000 and $648.000 for the nine months
ended September 30, 2002 and the ten months ended December 31, 2001, respectively. In
addition, the Company used approximately $437.000 and $667.000 of cash in operations for the
nine months ended September 30, 2002 and the ten months ended December 31, 2001,
respectively. Currently, the Company does not generate enough revenue to support its cost
structure. Management has made certain changes to improve its operations, including eliminating
certain benefits. hiring more commission-based employees, and reducing certain commission rates.
If this does not result in reaching positive cash flow from operations and income, the Company
may need to obtain financial support from the Parent, if available. In addition, two officers have
agreed to provide funding to the Company in the form of cash advances or subordinated loans
through December 31, 2003, if necessary.

Goodwill - Effective January 1, 2002, the Company adopted SFAS No. 141, Business
Combinations, and SFAS No. 142, Goodwill and Other Intangible Assets. Major provisions of
these statements are as follows: all business combinations initiated after June 30, 2001 must use
the purchase method of accounting; the pooling-of-interest method of accounting is prohibited
except for transactions initiated before July 1, 2001; intangible assets acquired in a business
combination must be recorded separately from goodwill if they arise from contractual or other legal



rights or are separable from the acquired entity and can be sold, transferred, licensed, rented, or
exchanged, either individually or as part of a related contract, asset, or liability; goodwill and
intangible assets with indefinite lives are not amortized but are tested for impairment at least
annually, except in certain circumstances, and whenever there is an impairment indicator; all
acquired goodwill must be assigned to reporting units for purposes of impairment testing and
segment reporting. The Company evaluated its goodwill as of the adoption of SFAS No. 142 on
January 1, 2002 and determined that there were no indicators of impairment since the estimated fair
value of the Company was in excess of the net book value of the Company as of January 1, 2002.
The Company obtained a valuation from an independent third-party appraiser. Valuation
techniques included discounted cash flows and market comparables. The Company updated its
analysis of goodwill impairment as of September 30, 2002 and determined that there was an
indicator of impairment of its recorded goodwill; accordingly, the Company completed the second
phase of impairment testing. Based on the impairment tests, the Company recognized an
impairment of approximately $200,000 as of September 30, 2002 to reduce the carrying value of
goodwill to the implied fair value. The Company has not recorded a tax benefit for this adjustment,
as the current operating performance of the Company requires the establishment of a reserve
against the deferred tax asset created by this impairment.

Securities Transactions - Securities transactions with customers and the related commission
income and expense are recorded on a settlement-date basts, generally the third business day
following the transaction. The impact of unsettled transactions on securities owned, and securities
sold but not yet purchased, is not material.

Securities owned and securities sold but not yet purchased are stated at the estimated fair market
value for financial statement purposes.

Furniture and Fixtures - The cost of furniture and fixtures is depreciated on a straight-line basis
over the estimated useful lives of three to five years.

Income Taxes - The Company calculates income taxes in accordance with the provisions of
Statement of Financial Accounting Standards (SFAS) No. 109, Accounting for Income Taxes,
which requires the use of the liability method of accounting for deferred income taxes (Note 9).
Income taxes are deferred for all temporary differences between the financial statement and income -
tax basis of assets and liabilities. Deferred taxes are recorded using the enacted tax rates scheduled
by tax law to be in effect when the temporary differences are expected to be settled or realized.
Deferred tax assets are reduced by a valuation allowance to the extent that the assets may not be
realizable.

Management Estimates - The preparation of financial statements in conformity with accounting
principles generally accepted in the United States of America requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and disclosures
of contingent assets and liabilities at the date of the financial statements, and reported amounts of
revenues and expenses during the reporting period. Actual results could differ from those
estimates.
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SECURITIES OWNED AND SECURITIES SOLD BUT NOT YET PURCHASED

Securities owned and securities sold but not yet purchased that are readily marketable are carried at
quoted market values. Trading and investment securities not readily marketable are carried at fair

value as determined by management. Unrealized gains and losses are included in operations. The
securities are as follows:

September 30, December 31,

2002 2001
Securities owned:
Trading securities - corporate equities $ 186,975 $ 166,054
Investment securities - corporate equities and
nonmarketable securities 18.900 42.415
$ 205.875 $ 208,469
Securities sold but not yet purchased -
Corporate equities $§ 19.247 272,532

EMPLOYEE BENEFIT PLANS

The Company has a contributory simple 401(k) profit sharing plan (the Plan) that covers
substantially all employees. The Company’s contributions to the Plan were equal to 100% of the
amount of the employee contribution up to 3% of an employee’s annual compensation until
March 31, 2002, when the Company adopted a new plan and no longer matched employee
contributions.

COMMITMENTS AND CONTINGENCIES

Rental Commirments - The Company leases office space under noncancelable operating leases.
Minimum annual rental obligations are summarized as follows:

Years ending September 30:

2003 $ 239,223
2004 203,774
2005 203,774
2006 159.207

$ 805,978

The Company is also obligated to pay certain occupancy costs as defined in the leases.

Lerter of Credit - A standby letter of credit was established for $96,250 in September 2002 with a
variable interest rate, maturing March 16, 2004 with automatic one-year extensions through
October 31, 2006. There is no outstanding balance on this letter of credit at September 30, 2002.

Litigation - In the normal course of business, the Company is involved in various legal
proceedings. In the opinion of management, any liability resuiting from such proceedings would
not have a material adverse effect on the Company’s financial position.



NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission’s (the Commission) Uniform
Net Capital Rule (Rule 15¢3-1), which requires the maintenance of minimum net capital and
requires that the ratio of aggregate indebtedness to net capital, both as defined under such
provisions, shall not exceed 15 to 1. In addition, the Company may be prohibited from expanding
its business or paying cash dividends if its ratio of aggregate indebtedness to net capital is greater
than 10 to 1. At September 30, 2002, the Company’s net capital of $360,910 was $110,910 in
excess of the required net capital of $250,000 and the ratio of aggregate indebtedness to net capital
was 0.65to 1.

EXEMPTION

The Company is exempt from Rule 15¢3-3 of the Commission. Therefore, the Company is not
required to make periodic computations of reserve requirements for the exclusive benefit of
customers.

RELATED-PARTY TRANSACTIONS

Balances with officers and owners are primarily due to trading activities in their own accounts, and
expense reimbursement for expenses incurred on behalf of the Company.

The Company clears securities transactions through Southwest. As of September 30, 2002, the
Company had a payable of approximately $119,000 to Southwest, and at December 31, 2001, the
Company had a receivable of approximately $725,000.

FINANCIAL INSTRUMENTS WITH OFF-BALANCE-SHEET RISK

In the normal course of business, the Company’s customer activities involve the execution,
settlement, and financing of various customer securities and options transactions. These activities
may expose the Company to off-balance-sheet risk in the event the customer is unable to fulfill its
contracted obligations. The Company clears all transactions for its customers on a fully disclosed
basis with a clearing firm that carries all customer accounts and maintains related records.
Nonetheless, the Company is liable to the clearing firm for the transactions of its customers. These
activities may expose the Company to off-balance-sheet risk in the event a counterparty is unable
to fulfill its contractual obligations.

Customer securities transactions are recorded on a settlement-date basis, which is generally three
business days after the trade date. The Company is therefore exposed to risk of loss on these
transactions in the event of the customer’s or broker’s inability to meet the terms of their contracts,
in which case the Company may have to purchase or sell financial instruments at prevailing market
prices. The impact of unsettled transactions on securities owned, securities sold but not yet
purchased, and income net of related expenses is not material.

The Company’s customer securities activities are transacted on either a cash or margin basis. The
Company seeks to control the risks associated with its customer margin activities by requiring
customers to maintain margin collateral in compliance with regulatory and internal guidelines. The
Company monitors required margin levels daily, and pursuant to such guidelines, requires that
customers deposit additional collateral, or reduce margin positions, when necessary.
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The Company carries securities sold but not yet purchased (short sales) at market value for
financial statement purposes. Due to market fluctuations, the amount necessary to acquire and
deliver securities sold but not yet purchased may become greater than the obligation already
recorded on the financial statements.

INCOME TAXES

The Company had elected S Corporation status until February 28, 2001 and any income or loss was
recognized by the Company’s stockholders on their personal tax returns. The accumulated deficit
through February 28, 2001 was reclassified to additional paid-in capital during 2001.

From March 1, 2001 through December 31, 2002, the Company generated net operating losses of
approximately $1,250,000 for federal tax purposes, which, if not used to offset future taxable
income, will begin to expire in 2021. Future changes in the ownership of the Company may place
limitations on the use of this net operating loss carryforward. A valuation allowance has been
established for the entire deferred tax asset, which is primarily related to net operating loss
carryforwards, due to the uncertainty of using the tax benefit of the net operating loss
carryforwards before they expire.

LIABILITIES SUBORDINATED TO CLAIMS OF GENERAL CREDITORS AND SECURED
DEMAND NOTE

Effective December 31, 1998, the Company entered into a Secured Demand Note Agreement with
the former principal stockholder totaling $200,000 which expired January 31, 2001.

The Company entered into two $200,000 subordinated loan agreements in 2001 with an officer of
the Company. The loan agreements were effective January 30, 2001 and October 15, 2001 with an
interest rate of 10% and 8% per annum, respectively, and a maturity date of June 30, 2002 and
November 30, 2002, respectively. Such borrowings are available in computing net capital pursuant
to the Commission’s Rule 15¢3-1. One of the $200,000 notes was repaid in June 2002.

CLEARING ORGANIZATIONS DEPOSIT

The Company clears securities transactions with a related party, Southwest, and another
organization. The Company has $200,026 on deposit with Southwest and $201,792 on deposit
with the other organization at September 30, 2002 and had $200,026 on deposit with Southwest
and $200,075 on deposit with the other organization at December 31, 2001.
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SUPPLEMENTAL REPORT ON INTERNAL CONTROL REQUIRED BY RULE 17a-5
OF THE SECURITIES AND EXCHANGE COMMISSION

Board of Directors and Stockholders of
Equity Securities Investments, Inc.

In planning and performing our audit of the statement of financial condition of Equity Securities
Investments, Inc., a wholly owned subsidiary of Oakridge Capital Group, Inc. (the Company) as of
September 30, 2002 and December 31, 2001, and the related statements of operations, stockholders’
equity, and cash flows for the nine months ended September 30, 2002 and the ten months ended
December 30, 2001 (on which we issued our report dated November 18, 2002 (December 26, 2002 as to
the fourth and fifth paragraphs of Note 1)), we considered its internal control, including control activities
for safeguarding securities, in order to determine our auditing procedures for the purpose of expressing an
opinion on the financial statements, and not to provide assurance on the Company’s internal control.

Also, as required by Rule 17a-5(g)(1) under the Securities Exchange Act of 1934, we have made a study
of the practices and procedures (including tests of compliance with such practices and procedures)
followed by the Company that we considered relevant to the objectives stated in Rule 17a-5(g) in making
the periodic computations of aggregate indebtedness and net capital under Rule 17a-3(a)(11) and for
determining compliance with the exemptive provisions of Rule 15¢3-3. We did not review the practices
and procedures followed by the Company in making the quarterly securities.examinations, counts,
verifications, and comparisons, and the recordation of differences required by Rule 17a-13 or in
complying with the requirements for prompt payment for securities under Section 8 of Regulation T of
the Board of Governors of the Federal Reserve System, because the Company does not carry security
accounts for customers or perform custodial functions relating to customer securities.

The management of the Company is responsible for establishing and maintaining internal control and for
the practices and procedures referred to in the preceding paragraph. In fulfilling this responsibility,
estimates and judgments by management are required to assess the expected benefits and related costs of
internal control and of the practices and procedures, and to assess whether those practices and procedures
can be expected to achieve the Securities and Exchange Commission’s (the Commission) above-
mentioned objectives. Two of the objectives of internal control and the practices and procedures are to
provide management with reasonable, but not absolute, assurance that assets for which the Company has
responsibility are safeguarded against loss from unauthorized acquisition, use, or disposition, and that
transactions are executed in accordance with management’s authorization and recorded properly to permit
the preparation of financial statements in conformity with accounting principles generally accepted in the
United States of America. Rule 17a-5(g) lists additional objectives of the practices and procedures listed
in the preceding paragraph.

Deloitte 8
Touche
Tohmatsu



Because of inherent limitations in any internal control or the practices and procedures referred to above.
errors or fraud may occur and not be detected. Also, projection of any evaluation of them to future
periods is subject to the risk that they may become inadequate because of changes in conditions or that the
effectiveness of their design and operation may deteriorate.

Our consideration of the Company’s internal control would not necessarily disclose all matters in the
Company’s internal control that might be material weaknesses under standards established by the
American Institute of Certified Public Accountants. A material weakness is a condition in which the
design or operation of one or more of the internal control components does not reduce to a relatively low
level the risk that errors or fraud in amounts that would be material in relation to the financial statements
being audited may occur and not be detected within a timely period by employees in the normal course of
performing their assigned functions. However, we noted no matters involving the Company’s internal
control and its operation, including control activities for safeguarding securities that we consider to be
material weaknesses as defined above.

We understand that practices and procedures which accomplish the objectives referred to in the second
paragraph of this report are considered by the Commission to be adequate for its purposes in accordance
with the Securities Exchange Act of 1934 and related regulations and that practices and procedures which
do not accomplish such objectives in all material respects indicate a material inadequacy for such
purposes. Based on this understanding and on our study, we believe the Company’s practices and
procedures were adequate at September 30, 2002 to meet the Commission’s objectives.

This report is intended solely for the information and use of the Board of Directors, management, the
Commission, and other regulatory agencies which rely on Rule 17a-5(g) under the Securities Exchange
Act of 1934 in their regulation of registered brokers and dealers, and is not intended to and should not be
used by anyone other than these specified parties.

DQQ@%"%“’@ZPCC(

December 26, 2002



